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CHAPTER 405
UNIFORM COMMERCIAL CODE — LETTERS OF CREDIT

405.101 Shorttitle. 405.110 Availability of credit in portions; presentereservation of lien or claim.

405.102 Scope. 405.111 Warranties on transfer and presentment.

405.103 Definitions. 405.112 Time allowed for honor or rejectioryithholding honor or rejection by

405.104 Formal requirements; signing. consent;presenter”.

405.105 Consideration. 405.113 Indemnities.

405.106 Time and dkct of establishment of credit. 405.114 Issuers duty and privilege to honor; right to reimbursement.

405.107 Advice of credit; confirmation; error in statement of terms. 405.115 Remedy for improper dishonor or anticipatory repudiation.

405.108 “Notation credit”; exhaustion of credit. 405.116 Transfer and assignment.

405.109 Issuers obligation to its customer 405.117 Insolvency of bank holding funds for documentary credit.
Cross-reference: See definitions in $101.201 (2) Otherdefinitions applying to this chapter and the sections

) ) in which they appear are:
405.101 Short title. This chapter shable known and may be (a) “Notation of credit” — s405.108

citedas uniform commercial code—letters of credit. (b) “Presenter’ — s405.112 (3)

405.102 Scope. (1) This chapter applies: (3) Definitions in other chapters applying to this chapted

(a) To a credit issued by a bank if the cree@iuires a docu the( ;)e ct'lAczlsen:;rv]Egh thzozngg r(i)r e
mentarydraft or a documentary demand for payment; and b) “C tp (f _I ! '9402 166
(b) To a credit issued by a person other than a bank if the credit( ) B on 'r'ac or sale” — )
requiresthat the draft or demand for payment be accompanied by(¢) ‘Draft” —s.403.104
adocument of title; and (d) “Holder in due course” — €03.302
(c) To a credit issued by a bank or other person if the credit is(€) “Midnight deadline” — s404.104
notwithin par (a) or (b) but conspicuously states that it iletter (f) “Security” — s.408.102
of credit or is conspicuously so entitled. (4) In addition, ch401 contains general definitions and prin
(2) Unlesstheengagement meets the requirements of(d)p. ciples of construction andnterpretation applicable throughout
this chapter does not apply to engagements to make advanceiisichapter
to honor drafts or demands for payment, to authorities to pay otistory: 1983 a. 1891995 a. 449
purchaseto guarantees or to general agreements.
(3) This chapter deals with some but not all of the rules a
conceptsof letters of credit as suchles or concepts have devel fo
opedprior to chsA01to 411 or may hereatter develop. The faCEng and signed by the issuer and a confirmation must be in writing

thatthis chapter states a rule does not by itself require, implyantgsigned bythe confirming bank. A modification of the terms

negateapplication of the same or a converse rule to a situation I§¢t, ey it or confirmation must be signed by the issuer or confirm
providedfor or to a person not specified by this chapter ing bank

History: 1979 c. 891991 a. 148304, 315 X . - e .
(2) A telegram may be a didient signed writing if it identi
405.103 Definitions. (1) In this chapter unless the contexfi€s its sendeby an authorized authentication. The authentication

405.104 Formal requirements; signing. (1) Except as
herwiserequired in s405.102 (1) (con scope, no particular
rm of phrasing is required for a credit. A credit must be in-writ

otherwiserequires: may be in code and the authorized namafghe issuer in an
() An “advising bank” is dank which gives notification of 2dviceof creditis a sdicient signing.
theissuance of a credit by another bank. 405.105 Consideration. No consideration is necessary to

_ (b) A“beneficiary” of a credit is a person who is entitled undefstaplisha credit or to enlge or otherwise modify its terms.
its terms to draw or demand payment.
(c) A “confirming bank” is abank which engages either tha405.106 Time and effect of establishment of credit.
it will itself honor a credit already issued by another bank or thdf) Unlessotherwise agreed a credit is established:
sucha credit will be honored by the issuer or a third bank. (a) As regards the customer as soon as a letter of credit is sent
(d) “Credit” or “letter of credit” means an engagement by to the customer or the letter ofedit or an authorized written
bankor other person made at the request of a customer and affgiceof its issuance is sent to the beneficiary; and
kind within the scope of this chapter 4€5.103 that the issuer  (b) As regards the beneficiary when the beneficiary receives
will honor drafts or other demands fiyment upon compliance a letter of credit or an authorized written advice of its issuance.
with the conditions specified in the credit. A credit may be either (2) ynless otherwise agreed once an irrevocable credit is
revocableor irrevocable. The engagement mayelieer an agree  estaplishedhs regards the customer it can be modified or revoked
mentto honor or a statement that the bankther person is autho only with the consentf the customer and once it is established as
rizedto honor regardsthe beneficiary it can be modified or revoked only with the
(e) A “customer” is a buyer or other person who causes aeneficiary’sconsent.
issuerto issue a credit. The term also includes a bank which pro (3) unless otherwise agreed after a revocable credit is-estab
curesissuance or confirmation on behalf of that bartkistomer  |ishedit may be modified or revoked by the issuer without notice
() A “documentary draft” or “documentary demand for payto or consent from the customer or beneficiary
ment” is one the honor of which is conditioned upon the presenta (4) Notwithstandingany modification or revocation of a revo
tion of a document or documents. “Document” means any pap@hblecredit any person authorized to honor or negotiate under the
includingdocument of title, securitynvoice, certificate, notice of termsof the original credit is entitled to reimbursement for or
defaultand the like. honorof any draft odemand for payment duly honored or nego
(g) An “issuer” is a bank or other person issuing a credit. tiated before receipt of notice of thmodification or revocation
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andthe issuer in turn is entitled to reimbursement from its cus Seenote to 405.14, citing Viérner v A. L. Grootemaat & Sons, Inc. 80 W (2d) 513,
tomer. 259NW (2d) 310.

History: 1991 a. 316 405.110 Availability of credit in portions; presenter s

405.107 Advice of credit; confirmation; error in state reservation of lien or claim. (1) Unless otherwisspecified
ment of terms. (1) Unless otherwisespecified an advising & credit may be used in portions in the discretion obereeficiary
bankby advising a credissued by another bank does not assume (2) Unlessotherwise specified a person by presentidga.
any obligation to honor drafts drawn or demands for paymefitentarydraft or demand for payment undecredit relinquishes
madeunder thecredit but it does assume obligation for the acciPonits honor all claims to the documents and a persdrebg
racy of its own statement. ferring such draft or demama causing such presentment adtho
(2) A confirming bank by confirming a credit become%izessuch relinquishment. Aexplicit reservation of claim makes
directly obligated on the credit to the extent of its confirmatisn he draft or demand noncomplying.
thoughit were its issuer and acquires the rights of an issuer 405111 Warranties on transfer and presentment.

(3) Even though an advising bank incorrectly advidee (1) ynlessotherwise agreed the beneficiary by transferring or
termsof a credit it has been authorized to advise, the cred::{j sentinga documentary draft or demand for payment warrants
establisheds against the issuer to the extent of its original termg. 5| interested parties that the necessary conditions of the credit

(4) Unlessotherwise specified the customer bears as agaimgivebeen complieavith. This is in addition to any warranties
theissuer all risks of transmission and reasonable translationarisingunder chs403 404, 407 and408,

interpretationof any message relating to a credit. , (2) Unlessotherwise agreed a negotiating, advising, confirm

tofhgogfﬁgﬁggreyﬁsbg%k‘;"QSISS%I}‘,‘%C;'E’QWa}_\srggxccg“g’{g';%f%smmg&i‘éﬁ ing, collecting or issuing bank presenting or transferring a draft or

NationalAssoc. 801 F Supp. 228 (1992). demandor payment under a credit warrants only the matters war
rantedby a collecting bank under c¢i04 and any such bank trans

405.108 “Notation credit”; exhaustion of credit. (1) A ferring a documentvarrants only the matters warranted by an

creditwhich specifies that any person purchasing or pagiafis intermediaryunder chs407 and408.

drawn or demands for payment made under it must note the

amountof the draft or demand on the letter or adwtereditis 405.112 Time allowed for honor or rejection; withhold -

a “notation credit”. ing honor or rejection by consent; “presenter”. @ A
(2) Under a notation credit: bankto which a documentary draft or demand for payment is pre
sentedunder a credit may withoatishonor of the draft, demand

(a) A person paying the beneficiagy purchasing a draft or -
demandor payment from the beneficiary acquires a right to hon8F credit: _ _ _
only if the appropriate notation is made and by transferring er for (&) Defer honor until the close of the third banking day follow
wardingfor honor the documents under the cratith a person ing receipt of the documents; and
warrantsto the issuer that the notation has been made; and (b) Further defer hondf the presenter has expressly or impli
(b) Unless the creditr a signed statement that an appropriafdly consented thereto.
notationhasbeen made accompanies the draft or demand fer pay (2) Failure to honorwithin the time specified in sul{l)
mentthe issuer may delay honor until evidence of notation hagnstitutesdishonor of the draft or demand for paymamd of the
beenprocured which is satisfactoty it but its obligation and that credit.
of its customer continuir a reasonable time not exceeding 30 (3) Upon dishonor thébank may unless otherwise instructed
daysto obtain such evidence. fulfill'its duty to return the draft or demand for payment and the
(3) If the credit is not a notation credit: documentsby holding them at the disposal of the presenter and
(@) The issuer may honor complying drafts or demands fégndingthe presenter an advice to thdeef.
paymentpresented to it in the order in which they are presented(4) “Presenter” means any person presenting a drmaft
andis dischaged to the extent of the draft or demand by honor deémandor payment for honor under a credit even though that per
any such draft or demand; sonis a confirming bank or other correspondetich is acting
(b) As between competing good faith purchasers of complyiH%dera“ issues authorization.
draftsor demands the person first purchasing has priority over a'istory: 1991 a. 316
Subseq;enpgrchafs_er (re]ven thc?“gh the laperchased draft or 405 113 |ndemnities. (1) A bank seeking to obtaifwhether
GJEZ?_ %579 eelrcl)_ l'gsét_lgg?c’rilﬁ' for itself or another) honpnegotiation or reimbursemeatder
v R & acredit may give an indemnity to induce such hpnegotiation
405.109 Issuer's obligation to its customer . (1) An ©F reimbursement. S o
issuer'sobligation to its customer includes good faith and ebser (2) An indemnity agreement inducirfgpnor negotiation or
vanceof any general banking usage but unless otherwise agré@gnbursement:

does not include liability or responsibility: (a) Unless otherwise explicitly agreed, applies to defects in the
(a) For performance of the underlying contract for saletioer documentsbut not in the goods; and
transactiorbetween the customer and the beneficiary; or (b) Unless a longer time is explicitly agreed, expires at the end

(b) For any act or omission of any person other than itself @10 business days following receipt of the documents by the ulti
its own branch or for loss or destruction of a déimand or dec matecustomer unless notice of objection is sent before the expira

umentin transit or in the possession of others; or tion date. The uItimateustomer may send notiqe of objection to
(c) Based on knowledge or lack of knowledge of any usage!Bf Person from whom the ultimate custormeceived the doeu
any particular trade. mentsand any bank receiving thtice is under a duty to send

(2) An issuer must examine documents with care so asr{%}:;g&? ngtlri.nggror before its midnight deadline.

ascertairthat on their face they appear to comply withterens
of the credit but unless otherwise agreed assumes no liahility405.114 Issuer’s duty and privilege to honor; right to
responsibilityfor the genuineness, falsification ofegft of any reimbursement. (1) An issuer must honor a draft or demand
documentvhich appears on such examination to be regular onfgs payment which complies with the terms of the relevant credit

face. regardlessof whether the goods or documents conform to the
(3) A nonbank issuer is not bound by any banking usage widerlying contract forsale or other contract between the-cus
which it has no knowledge. tomerand the beneficiaryThe issuer is not excused from honor
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of such a draft or demand by reason of an additional general t&®5.116 Transfer and assignment. (1) Theright to draw
that all documents must be satisfactory to the isbuean issuer undera credit can be transferred or assigned only when the credit
may require that specified documents must be satisfactory to it expressly designated as transferable or assignable.

(2) Unlessotherwise agreed when documents appear on their(2) Eventhough the credit specifically states that it is-non
faceto comply with the terms of a credit lauitequired document transferableor nonassignable, the beneficiary may assign the
does not in fact conform to the warranties made on negotiatiorbeheficiary’sright to proceeds before performance of the condi
transferof a document of title (90750‘0 or of a certificated seeu tions of the credit. Such an assignment is an assignmm‘m of
rity (s.408.109 or is foged or fraudulent or there is fraud in thesccountunder ch409and is governed by thahapter except that:

transaction:_ _(a) The assignment is irfettive until the letteof credit or
(2) The issuer must honor the draft or demand for paymenkyiceof credit is delivered to the assignee which delienysti
honoris demanded by a negotiating bank or other holder of t esperfection of the security interest under 489, and

draft or demand which has taken the draft or demand under t .
creditand under circumstances which would make it a holder ine(b) The issuer may honor drafts or demands for payment drawn

duecourse (s403.303 and in areppropriate case would make itinderthe credit until it receives a notification of the assignment
aperson to whora document of title has been duly negotiated (§9n€dPy the beneficiary which reasonably identifies the credit
407.503 or a bona fide purchaser of a certificated security (§volved in the assignment and contains a requespay the
408.303; and ssigneeand

(b) In all other cases as against its customerissuer acting  (C) After what reasonably appears to be such a notificatisn
in good faith may honahe draft or demand for payment despitgeenrecelved the issuer may without dishonor refuse to accept or
notification from the customer of fraud, fgery or other defect not Pay even to gerson otherwise entitled to honor until the letter of
apparenbn the face of the documents but a court of appropridteeditor advice of credit is exhibited to the issuer
jurisdiction may enjoin such honor (3) Exceptwhere the beneficiary hadedtively assignethe

(3) Unlessotherwiseagreed an issuer which has duly honoreleneficiary’sright to draw or to proceeds, nothing in this section
a draft or demand for payment is entitled to immediate reimburdenits the beneficiary right to transfer onegotiate drafts or
mentof any payment made under the credit and to be pufieic-ef demandsrawn under the credit.
tively available funds not later than thay before maturity of any  History: 1973 c. 2151991 a. 316
acceptancenade under the credit. .

History: 1985 a. 2371997 a. 297 405.117 Insolvency of bank holding funds for  docu -

Allegedbad faithbreach of underlying contract is not species of fraud which Wouthentary credit. (1) Wherean issuer or an advising or confirm
authorizecourt under (2) to enjoin honoring letter of credit which is regular on it . ;
face. Werner v A. L. Grootemaat & Sons, Inc. 80 W (2d) 513, 259 NW (2d) 310."?19 bank or a bank which has for a custoercured issuance of

Paymentof letter of credit was required notwithstanding @mgaches of duties @ credit by another bartkecomes insolvent before final payment
involving underlyingletter of credit. Federal Deposit Ins. Corpfreundenfeld, 492 ynderthe credit and theredit is one to which this chapter is made
F Supp. 763 (1980). applicableby s.405.102 (1) (a)r (b) on scope, the receipt or
405.115 Remedy for improper dishonor or anticipa - allocation of fundsor collateral to secure or meet obligations

tory repudiation. ~ (1) Whenan issuer wrongfully dishonors aunderthe credit shall have the following results:

draft or demand for payment presented urederedit the person  (a) To the extent of any funds or collateral turned over after or
entitled to honor has with respect to any documents the rightseforethe insolvency as indemnity against or specificallyttier
aperson in the position of a seller 492.707 and may recover purposeof payment of drafts or demands for payment drawn
from the issuer the fac@mount of the draft or demand togetheunderthe designated credit, the drafts or demaardsentitled to
with incidentaldamages under 402.7100n sellets incidental payment in preference over depositorether general creditors
damagesand interest but less amynount realized by resale orof the issuer or bank; and

otheruse or disposition of the subject matter of the transaction. 1)) o expiration of the credit or surrender of the benefigary’

In the event no resale or other utilization is made the documerpf&hts under it unused any person who has given such funds or
goodsor other subject matter involved in tiransaction must be .| ateralis similarly entitled to return thereof: and

rnedover to the i ron ment of judgment. . .
turnedover to the issuer on payment of judgment (c) A chage to a general or current account witheak if spe

(2) Whenan issuer wrongfully cancels or otherwise repudi_... . o
atesa credit before presentment od@ft or demand for payment hlﬁ'{'}; S?in'sergf%é%fg;égefg;"p:s;eorf] tln dﬂgwmggrmay
; pay g

drawnunder it the beneficiary has the rights of a seller after ant'natedcreditfalls under the same rules as if the funds had been

patoryrepudiation by the buyer unde#€2.610if the beneficiary ; . o .
learnsof the repudiation in time reasonably to avpidcurement drawnout in cash and themrned over with specific instructions.

of the required documents. Otherwise the beneficiaryanas (2) After honor or reimbursement under this section the cus
immediateright of action for wrongful dishonor tomeror other person for whose account the insolvent bank has

History: 1991 a. 316 actedis entitled to receive the documents involved.
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